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“The military retirement system, as summarized below, applies to the 
Army, Navy, Marine Corps, and Air Force. However, most of the provisions 
also apply to retirement systems for members of the Coast Guard (Adminis-—- 
tered by the Department of Transportation), officers of the Public Health 
Service (administered by H.H.S.), and officers of the National Oceanic 
and Atmospheric Administration (administered by the Department of Commerce). 
The key provisions of the military retirement system are as follows: 


- Non-disability retirement after 20 years of active service equal to 
(base pay) times (years of service) times (2 1/2%). There is a 
limit of 75% of base pay. Base pay is equal to terminal basic pay 
if retiree first became a member of the Armed Services before 
September 8, 1980. If the retiree first became a member of the 
Armed Services on or after September 8, 1980, base pay is equal 
to the average of the highest 36 months of basic pay. 


« Disability retirement with similar provisions. 
- Reserve retirement with parallel provisions. 


- Optional survivor benefit protections for retirees and retirement 
eligible reservists. 


- CPI adjustments for both retirement pay and survivor annuities. 


- No contributions by the service members of the military services 
and no retirement fund, but reductions in member annuities when 
survivor benefits are elected. 


- No vesting. 


- Interrelationships with Social Security, Veterans Administration 
benefits, and other federal service. 


Cost-of-Living Increases 


All nondisability retirement, disability retirement, and most survivor e 
annuities are presently adjusted annually for inflation. Cost-of-living a aaa 
(COLA) adjustments are scheduled to occur every twelve months, on March lst, 
to be reflected in checks issued at the end of that month. 


aoe 


The cost-of-living increase effective March Ist is computed by 
calculating the percentage increase (adjusted to the nearest 1/10 of 
one percent) in the Consumer Price Index from the previous December to 
December. 


| 
| 


Public Law 97-253 created a three year temporary deviation to the 
above calculation and timing of COLA's. In fiscal years 1983, 1984 and 
1985, increases will take place in April, May and June, respectively. 
Full COLA's will still be calculated as before. Instead of a full COLA, 
in FY83 and FY85, nondisabled retirees under age sixty-two will receive 
3.3% plus the total amount that the full COLA exceeds 6.6%, if any. In 
FY84, nondisabled retirees under age sixty-two will receive 3.6% plus the 
total amount that the full COLA exceeds 7.2%. 


The Bureau of Labor Statistics publishes two Consumer Price Indexes: 
(1) a CPI for All Urban Consumers, and (2) a revised CPI for Urban Wage 
Earners and Clerical Workers. OMB has determined that the revised CPI is 
used in calculating military cost-of-living increases. 


Non-Disability Retirement from Active Service 


The current system allows voluntary retirement upon credit of at 
least 20 years of service at any age, subject to Service Secretary 
approval. The military retiree receives an immediate annuity calculated 
as 2 1/2% of base pay for each year of creditable service, subject to a 
maximum of 75% of base pay. Base pay is equal to terminal basic pay if 
retiree first became a member of the Armed Services before September 8, 
1980. If the retiree first became a member of the Armed Services on or 
after September 8, 1980, base pay is equal to the average of the highest 
36 months of basic paye In calculating years of service, over six months' 
service is rounded up to a full year and less than six months" service is 
disregarded. Starting January of 1982, part of a year that is less than 
six months is disregarded and part of a year that is six months or more 
is rounded down to the nearest whole month actually served. 


In FY82, 1.2 million non~disability retirees were paid $13.2 billion. 


Disability Retirement 


If a military member is disabled, he/she is entitled to disability 
retired pay, assuming the disability is at least 30% (under a standard 
schedule of rating disabilities by the Veterans Administration) and either 
1) the member has eight years of service; 2) the disability results from 
active duty or; 3) the disability occurred in the line of duty during a 
time of war or national emergency or certain other time periods. 


In disability retirement, the member receives base pay multiplied by 
the larger of 1) 2 1/2% times years of service; or 2) percent disability. 
The benefit cannot be more than 75% of base pay-e Only the excess (1) over 
(2) is subject to federal income taxes. 


Members whose disability may not be permanent are placed on a tempor- 
ary disability retired list and receive disability retirement pay just as 
if they were permanently disabled. However, they must be physically exam- 
ined once every 18 months to determine any change in disability until a 


final determination is made within five years. While on the temporary dis- 
ability retired list, the member receives base pay multiplied by the larger 
of 1) 2 1/2% times years of service or; 2) percent disability with a mini- 
mum of 507% of base pay- Base pay is equal to terminal basic pay if retiree 
first became a member of the Armed Services before September 8, 1980. If 
the retiree first became a member of the Armed Services on or after Septem- 
ber 8, 1980, base pay is equal to the average of the highest 36 months of 
of hasic pay. 


In FY&2, 142,000 disability retirees were paid $1.4 billion. 
Reserve Retirement 


It is also possible for members of the reserves to retire after 20 years 
of service, the last eight of which must be in a reserve component. Reserve 
retired pay, however, does not begin until age 60. If the reservist was first 
a member of the Armed Services before September 8, 1980, the retired pay (base ae 
pay) is based upon active duty pay scales for the member's grade in effect at ete 
the time the retired pay commences. If the reservist first became a member of 
the Armed Services on or after September &, 1980, retired pay is based upon 
(base pay) the average basic pay for the member's grade in the last three years 
that he/she was a member of the Armed Services. The retired pay is computed as 
(base pay) times (2.5%) times (years of creditable service). The years of serv- 
ice is in turn determined using a point system, where 360 points convert to a 
year of service, Typically, a point is awarded for a day of service or a drill 
attendance, with 15 points being awarded for a year's membership in a reserve 
component. 


Survivor Renefits 


Legislation originating in 1953 provided optional survivor benefits later 
referred to as the Retired Serviceman's Family Protection Plan (RSFPP). The 
plan proved to be inadequate since the survivor annuities were never adjusted = oy 
for inflation and could not be more than 50% of retired pay. RSFPP was designed Be cd 
to be self-supporting in the sense that member annuities were reduced so that aie 
the present value of the reductions would equal the present value of survivor 
annuities. FRowever, no fund was involved. 


RSFPP stil] insures those servicemen retired before 1972 who did not 
convert to the new plan and still pays survivor annuities. However, since 
September 21, 1972, RSFPP has been replaced by the Survivor Benefit Plan (SBP) 
for new retirees. Under SBP, member annuities are also reduced but the SBP is 
not a self-supporting program; its costs are shared by the Government and retired 
members. The survivor annuity is originally 55% of the member's base amount. 
The base amount is elected by the member but can be no less than $300 (or full 
retired pay if the monthly pay is less than $3(0) and no more than the member's 
whole retired pay. SBP annuities are adjusted with CPI increases, and integrated 
with Social Security and Veteran's benefits. 


For reserve retirees, the same set of reductions provide coverage after the 
reservist reaches age 60 (when the reservist begins to receive retired pay). A 
second set of optional reductions (funded by the employee only) extend this cov- 
erage to the reservist who has enough service to retire but who has not attained 
age 69. 


In FY82, 77,000 surviving families were paid $389 million. 


Relationship with Social Security 


Beginning in 1957, military members on active duty have been full partici- 
pants in the Social Security System. Payments from the two systems are additive 
However, there is a Social Security offset for surviving spouses of SBP partici-~ 
pants equal to 100% of the Social Security benefit attributable solely to mili- 
tary service. The offset provisions apply only to a spouse with one child and 
spouses over age 62 who are not working in Social Security covered employment. 
At no time can a Social Security offset be greater than 40% of the survivor 
annuity. 


Relationship with Veterans Administration Benefits 


The Veterans Administration provides compensation to service connected 
and certain non-service-connected disabilities. This annuity can be in 
place of or in combination with DoD retirement pay (nondisability), but is 
not additive. Since VA annuities are exempt from federal income taxes, it 
is sometimes to the advantage of a member to elect whatever VA benefits are 
available. 


Veterans Administration benefits also overlap survivor benefits through 
the Dependency and Indemnity Compensation (DIC) program. DIC is payable to 
survivors of veterans who died from service connected causes and are deducted 
from the SBP annuity. 


Interrelationship with Other Federal Service 


For retirement purposes, no credit is given for other federal service, 
except where cross-service transferability is allowed. However, military 
service is generally creditable toward the Federal civilian retirement sys- 
tems if military retired pay is waived. However, PL 97-253 requires a 77 
contribution of basic pay received for future credit. Military service is 
not generally creditable under both systems (but is for reservists and certain 
disability retirees). Retired regular officers employed by the federal govern- 
ment lose a substantial portion of their retired pay while so employed. All 
retired members are subject to a combined ceiling equivalent to level V of the 
executive schedule. 


Relationship of Retired Pay to Military Compensation 


Basic pay is the only element of military compensation upon which retired 
pay is computed and entitlement is determined. Basic pay is the principal 
element of military compensation which all members receive; but it is not 
representative, for comparative purposes, of salary levels in the public or 
private sectors. Reasonable comparisons can be made, however, to basic mil- 
itary compensation (BMC). This is the base level of compensation received by 
members, and is the sum of basic pay, the quarters allowance (either cash or 
in kind), a subsistance allowance (either cash or in kind), and the federal 
tax advantage accruing to allowances, since they are not subject to federal 
income tax. Basic pay represents approximately 747 of BMC for retirement eli- 
gibles and 69% of BMC for the entire force. Since retired pay is a function 
of basic pay, the income replacement value of retired pay is significantly 
reduced through the design of the retired pay computation formula: that for- 
mula provides from 50% to a maximum of 75% of basic pay only for years of 
service over 29. As a percentage of preretirement income, as measured by BNC, 
the income replacement value is substantially lower. While a 20 year retiree 
is entitled to 507 of basic pay, that value is only 37% of BMC. Similarly, a 
25 year retiree would be entitled to 62.57 of basic pay which is 46% of BMC. 
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The maximum a member can receive is 75% of basic pay, representing only 55% 
of BMC, regardless of the years of service thirty or above. Consequently, 
comparisons of retired pay to other retirement systems must recognize the 
percentage relationship to BMC rather than to basic pay only. 
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Marine - 
Year Total Army Navy _Corps Air Force 
1965 1,385,577 560,991 437,600 62,147 324,839 
1966 1,592,352 636,148 483,792 69,212 494, 200 ‘ 
1967 1,831,160 722,592 537,251 78,535 492,782 
1968 2,093,477 800 ,026 602 ,932 91,541 590,978 : 
1969 2,442,942 933,286 679 ,N92 113,324 717,240 : 
1970 2,853,234 1,974,963 769,146 136,948 872,177 : 
1971 3,388,999 1,245,539 891,800 165,726 1,985,934 ee 
1972 3,889,115 1,409,277 995,823 192,700 1,291,315 oe 
1973 4,392,196 1,574,522 1,092,348 218 ,230 1,507,096 
1974 5,136,897 1,818,052 1,254,221 258,824 1,805,800 
1975 6,238,511 2,168,130 1,516,963 313,049 2,240,369 = 
1976 7,300,051 2,501,331 1,777,600 367,210 2,653,910 ay 
1977 8,218 ,698 2,788,229 1,999,560 416,674 3,014,235 
1978 9,173,164 3,086,445 2,238,600 468,116 3,380,003 
1979 10,282,947 3,450,391 2,504,924 527,412 3,799,320 ae 
1980 11,919,617 3,990,756 2,894,100 612,924 4,421,837 * 
1981 13,724,427 4,583,750 3,335,100 707 ,681 5,097 ,896 ee 
1982 14,940,475 4,974,984 3,627,900 771,442 5,566,149 e 
Notes: Navy and Marine Corps figures for 1920-1935 have been estimated. ee: 


Air Force figures prior to 1952 are included with Army. 
Figures subsequent to 1950 are obligations. 

Survivor payments are included. 

Veterans Administration payments are not included. 
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{ Reserve Ret Officers Only 97 96 298 96 97 
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q All Officers 81 75 72 «72 «76 
All 81 73 76 273 77 
DoD Office of the Actuary 
Defense Manpower Data Center 
i November 1982 
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All Enlisteds 

All Officers 


All 


Navy 
235 


+63 


234 
254 
89 
91 
42 
+76 


253 


For Those Retired in 1982 


Marin 


228 


253 


228 
+61 
86 
-88 
o3l 


-66 


245 


es 


+36 


59 


-37 


255 


«81 


85 


«40 


072 


Total 


239 


263 


235 
254 
«84 
+85 
243 
073 


054 


DoP Office of the Actuary 
Defense Manpower Data Center 


November 1982 


ae *Participation Rate of All Military Retirees in FY82 With Survivor Benefit Plan (SBP) 


3 For All Retiree's on Rolls 


Army Navy Marines Air Force Total 

. Nondisabled Enlisteds 
Without Reserve Ret «51 49 40 242 +46 

Nondisabled Officers 
Without Reserve Ret «72 269 61 268 +69 
Disabled Enlisteds 245 34 229 239 +39 
Disabled Officers 367 260 257 +65 265 
Reserve Ret Enlisteds Only 83 77 272 83 «81 
Reserve Ret Officers Only +88 -80 «85 85 85 
All Enlisteds 52 48 38 42 247 
All Officers 76 71 263 71 73 
All +61 54 46 50 255 


*Figures include open season enrollment which ended Sept 30, 1982 


DoD Office of the Actuary 
Defense Manpower Data Center 
November 1982 
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The following reports have not been extracted 
from the retiree data files but are calculated 
using current actuarial assumptions and historic 
data. 
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